Abstract This article basically deals with both legal and economic analysis of the new Turkish Commercial Code provisions regarding single member companies. In this respect legal provisions of the Turkish Commercial Code are examined and compared not only with the Twelfth European Union Directive but also regulations of the EU member countries. Since single member companies shall be established as limited liability companies in Turkish law, this article firstly states the benefits of limited liability form that can be applied to single member companies also in the framework of firm theory. Secondly it examines the benefits and risks of single member companies in terms of transaction costs and assesses the safeguards against the risks in this regard. Finally, an evaluation is made in the light of the data collected relating to number of companies established after the new Turkish Commercial Code entered into force.
INTRODUCTION
The purpose of company law is to increase social welfare by raising the welfare of shareholders, employees, creditors and other related third parties 1 . Hence, legal orders regarding commercial companies are constructed to provide effective, express and easy company formation. Law makers on the other hand, have acted unconsciously towards a certain company type namely the single member company (SMC) which was considered as being against legal theory in terms of contract formation in general and the company concept in particular.
Criticisms regarding the SMC went so far that some lawyers defined the concept as "the cancer of economic life" 2 . As the lawyers ignored this concept, economic needs in the business activities found its de facto solutions and de facto SMCs became an indispensable and inevitable part of business activities in practice. Finally, economic reality forced lawyers to accept and regulate SMCs.
 Assistant Professor, Bilkent University Faculty of Law, Ankara Turkey. This article is dedicated to my beloved aunt Nurten Giray who passed away during the earlier stages of drafting this work. As all corporations SMCs have the aim and effect of economizing the transaction costs.
Therefore purpose of this article is to demonstrate the transaction cost economy of SMCs in the light of the new provisions of TCC.
THE CONCEPT OF LIMITED LIABILITY

2.1.Limited Liability In Commercial Activities
One of the best forms of establishing a business for an entrepreneur is to build a limited liability company, since it enables the entrepreneur to invest small amount of equity investments, reduce risk through diversification 4 and liquidate his investment quickly 5 .
Moreover, accomplishing a business through a company allows entrepreneurs to transact 3 The terms company and firm should be distinguished. Firm is a method of organizing production however, company is the method to attract capital into the firm. 
Single Member Companies as Limited Liability Companies
SMCs in European Jurisdictions
SMC can be defined as a limited liability company which has a sole shareholder. SMCs can be classified into two groups. The first one is formed with a sole shareholder and the second one is the de facto SMCs which have only one real investor and one or more 
Benefits of SMCs
When the advantages of SMCs are to be considered, those with respect to doing business in the firm and with the limited liability form would be equally counted for SMCs as well, since it is formed as a limited liability company. Moreover, other additional benefits of SMCs can be indicated as follows.
Prior to its acceptance in most of the jurisdictions, de facto SMCs were established in order to benefit from the economic advantages of this company type. Considering the benefits of SMCs, it is important to regulate it as a legal entity to increase rates of development in national economies by allowing the formation of more firms 55 .
However, they might carry some risks for the shareholder and the creditors.
Risks of SMCs
Despite the many advantages of SMCs, they also carry potential risks which could lead to the abuse of creditor's rights. There is a possibility that a sole member's assets and the assets of the company gets mixed up, which could end up shifting the shareholder's debts to the SMC. Due to the fact that the sole member is the only member who sits in the general meeting and appoints the managers of the company, the second concern about SMCs might be the breach of "separation of capital of the company and the management" principle 56 . As for the third concern, since there is only one shareholder for the supervision and observation of the organs and managers of SMCs, in case of an infringement, the cost of occurred damage might increase.
The information costs are high in unlimited liability companies because of the liability of the company members. Creditors need to monitor the members' assets and members also monitor themselves. However in small and closely held limited liability companies such as SMCs, the differential in information costs between limited and unlimited liability firms might be smallest due the fact that their creditors often require personal guaranties which sometimes increases the transaction costs 57 . In order to protect their investment, creditors might be willing to be informed of any changes in the firm and this can only be done in monitoring activities 58 .
Although SMCs engender risks in their functioning, the cost and benefit analysis demonstrates that their benefits prevail over risks considering the fact that risks can be precluded by accepting some safeguards such as piercing the corporate veil.
55 According to Williamson the major benefit of integration derives from the fact that party with the authority in a firm can resolve disputes without litigation but by decision making (p. 154). It is quiet difficult to agree with this statement from a legal point of view since in some cases decision making would not be easy even though the majority principle is accepted. 
THE REGULATION OF SMCs IN TURKISH LAW
Basic Provisions of the Turkish Commercial Code
New TCC that entered into force in July 2012 has reformist provisions mostly on company Both public and private SMCs shall be formed by either a natural or a legal person (Art 338 and 553). On the other hand TCC has no parallel provision to Directive Art 2 which reserves a member state a right to lay down special provisions or sanctions for a natural person who is the sole member of the company. The only restriction is that the company cannot acquire its shares in a way that the acquisition grants him the status of sole shareholder.
Regarding decision taking, TCC Art 408/3 and 616/ 3 provide specific provisions related to this subject. According to these provisions, sole shareholder in public and private limited liability companies is authorized to take decisions for the company. In other words, shareholder exercises the powers of general meeting of the SMCs. These decisions should be drawn up in writing which complies with the Art 5 of the Directive.
With respect to transactions between the member and the company, the written requirement is stated in the 5 th Art of Directive and also in TCC Art 629/2 and 371/6 for SM public and private limited liability companies respectively. According to the provisions of the TCC, contracts between sole member and his company, as either represented by him or not, shall be drawn up in writing. These provisions do not apply to those contracts which deem to be unimportant and ordinary according to the market conditions. Although Art 5 of the Directive and TCC resemble, the TCC has regulated the written requirement rule in an extended scope 59 . First, according to the provision of TCC, the company does not necessarily represented by sole member for the written requirement. Second this requirement is a form of validity for the contract.
It should be indicated that, third parties would have been more effectively protected if a provision which imposes an obligation to state "SM" in the trade name and company documents were regulated in the TCC 60 . Moreover, the sole shareholder's liability is not specifically regulated in Turkish law and as a result disputes may arise especially when the sole shareholder also acts as a company manager. A possible resolution might be the application of general provisions regarding the manager liability in the TCC.
59 Şehirali Çelik, p. 207, 208. 60 Şehirali Çelik, p. 207,
Principles Regarding SMC and Safeguards against Misuse and Externality of Risks
Principle of Separation of Assets
Separation of assets, which is one of the characteristics of limited liability, avoids the mix up of assets in the company and acts as a safeguard for the misuse of SMCs. Separation principle provides absolute separation of the legal personality of the company and the shareholder, diverges assets and allow the two different personalities being totally separate while enjoying rights and being subject to obligations 61 . Therefore creditors of the company can not claim on shareholder's assets and shareholder's personal creditors can not claim on company's assets, if there is no legal basis for the application of piercing the corporate veil doctrine. Since the creditors can only claim assets of their own debtors, separation of assets principle allocates risk in SMCs and reduces the transaction costs in the case of bankruptcy 62 .
Piercing the Corporate Veil
When the principle of separation of assets is breached, the sanction of this infringement would be piercing the corporate veil 63 . Under some circumstances, the company's veil is pierced or lifted to abolish limited liability in favor of creditors. By piercing the corporate veil, creditors can claim shareholder's assets in case of a SMC's -or any type of companydefault. Piercing the corporate veil has no statutory basis and corporate veil can be pierced only in exceptional cases by courts. When a shareholder enjoys the assets of company as if assets belong to him, accepts the credit returns of the company, yields to bankruptcy of the company and plunges company into debt, in short, in situations where the company is used for an illegal or improper aim, veil might be pierced by the courts 64 . In most of the jurisdictions courts give their decisions according to the facts of that particular case.
From the economic point of view, in most of the jurisdictions courts will pierce the veil when limited liability can not efficiently improve the liquidity and diversification, and SMC most probably engages in socially excessive level of risk taking 65 . Misrepresentation is the one of the basic basis for the courts to pierce the corporate veil. In the cases of misrepresentation, creditors cannot foresee the actual default position of the company and can not assess the risk of default. Therefore misrepresentation would increase the information costs for the creditors 66 .
Courts might be willing to pierce the veil in SMCs more than publicly held corporations.
The reason is that in SMCs the management and the risk bearing is less separated. Since in SMCs manager shareholder's liability is limited to the company assets, they transfer more risk to the third parties. Therefore piercing the corporate veil reduces the costs that third parties bear 67 .
Most of the piercing the corporate veil cases arise from parent subsidiary combinations.
SM parent company can form subsidiaries to engage in risky activities with minimum capital.
In cases where the company runs well, parent company gets profit. Lastly, undercapitalization is an important factor for the veil piercing decisions which relies on the similar basis. When the capital of the company is low, the probability of risky activities is higher 70 . In the situation of undercapitalization, disclosing information about the company's unusual capitalization to the creditors is crucial. The reason is that sometimes creditors do not investigate the company's financial situation because some transactions are too small in value. When the company is undercapitalized, piercing the corporate veil threat might motivate the company to disclose relevant information about the company at the time of the transaction. Then creditor can freely decide on his transaction. Debtor then has to pay for employing these risky activities 71 .
In Turkish law, there is no specific provision regulating a rule which permits courts to pierce the corporate veil. Besides the economic basis with respect to the facts of the case, the general principles of Turkish Civil and Commercial Codes shall be applied 72 . In the case of misuse of the legal personality, breach of good faith rules shall be applied in Turkish Law 73 .
The legal cases in which the company's veil is pierced are rare 74 . By acknowledging the concept of SMCs in Turkish system, we assume that the number of cases in which the piercing the corporate veil doctrine is applied will increase.
Principle of Prohibition on Loans to the Shareholders by Companies
Principle of prohibition on loans to shareholders by companies insures the misuse of SMCs by creating a virtual wall between the assets of company and assets of shareholders. This principle is regulated in TCC both for public and private limited liability companies (TCC Art 358 and 644). Therefore, according to these provisions shareholders or members of the company may not be indebted to the company if the shareholder does not fulfill its due obligations arising from capital payment and the company's profit, including the free reserves is not sufficient to recoup the losses from previous years. This principle serves as a great instrument to avoid misuse in SMCs.
Minimum Capital Requirement
Although it has some disadvantages such as administrative costs in determining the amount of capital that firms should raise and cost error in situations where the capital requirement sat so high that it blocks companies to enter into the market and allows the existing firms charge monopoly prices 75 the minimum capital requirement guarantees the amount of capital of SMCs and can be considered as a method of internalizing the costs of risk taking. The new TCC includes reformist provisions regarding public disclosure requirement particularly for limited liability companies which obviously reduces transaction costs.
EXPECTATIONS AND EVALUATIONS
According to art. 1527 of TCC, public limited liability companies which are subject to independent audit shall form their website and put up all the relevant documents on that website that they are under the duty to announce. In the draft TCC, this article was regulated differently and all companies with limited liability were under the obligation to form a website and publish all documents that they have in this website. Before the amendment, the article was definitely drafted to reduce information costs and was in compliance with the European regulations.
Moreover, new TCC increases the relevant documents or events that are to be registered in the trade registry in many of its articles for the commercial companies including SMCs.
Indeed this accretion will increase the administrative costs for companies and make the establishment of companies more difficult. However, the statistics shows the apparent results to be positive with respect to Turkish economy in general and the company formation in particular. 76 In favor of this system see Eroğlu, s. 1277.
In This chart illustrates the numbers of companies and the capital vested in all kinds of commercial companies in Turkey.
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CONCLUSION
Although the concept of single member company has been criticized by plenty of lawyers around the world, it has been highly accepted by economic actors for a long time and the concept has been accepted in most of the jurisdictions around the world.
With the recognition of SMCs, existing de facto SMCs are legitimized and by elimination of other possible conflicting shareholders, it is observed that the average life of these companies gets longer. They reduce the information costs so that some institutions such as universities, societies and foundations that need to establish a company in order to provide funds to achieve their purpose. SMCs provide great advantage for the entrepreneurs who want to enter the market alone and another advantage of commercial companies general and SMCs in particular could be the fact that they allow the transfer of all company assets in a single legal transaction which decreases the transaction costs. In addition SMCs are the best models for attracting foreign direct investment. On the other hand the breach of "separation of capital of the company and the management" principle and the possibility of asset mix up are the risks that they bear.
To avoid the misuse of SMCs, some principles should be accepted and regulated such as separation of assets, the doctrine of piercing the corporate veil, prohibition on loans to the shareholders by companies, and the minimum capital in the legal systems. In some jurisdictions, a system which provides a guarantee for the capital contribution in SMCs is provided. However, in order to encourage the formation of SMCs additional conditions that restrain the establishment of SMCs should not be included in the regulations. 
